A few years ago, the world experienced the most severe economic crisis since the Great Depression. According to the depression baby hypothesis, people who live through such macroeconomic shocks take less financial risk in their future lives (e.g., lower stock market participation). This hypothesis has previously been tested against survey data. Here, we tested it in a simulated experimental stock market (based on the Spanish stock index, IBEX-35), varying both the length of historical data available to participants (including or excluding a macroeconomic shock) and the mode of learning about macroeconomic events (through sequential experience or symbolic descriptions). Investors who learned about the market from personal experience took less financial risk than did those who learned from graphs, thus echoing the description-experience gap observed in risky choice. In a second experiment, we reversed the market, turning the crisis into a boom. The description-experience gap persisted, with investors who experienced the boom taking more risk than those who did not. The results of a third experiment suggest that the observed gap is not driven by a wealth effect, and modeling suggests that the description-experience gap is explained by the fact that participants who learn from experience are more risk averse after a negative shock. Our findings highlight the crucial role of the mode of learning for financial risk taking and, by extension, in the legally required provision of financial advice.
Introduction
In the wake of the global financial crisis of 2008, the worst economic crisis since the Great Depression, U.S. households lost nearly $11 trillion in wealth, including life savings and retirement accounts, and about four million families lost their homes to foreclosure (Financial Crisis Inquiry Commission, 2011) . The causes of the crisis were many, but most experts agree that important financial institutions failed to manage their exposure to risk. Financial firms were not alone in engaging in excessive borrowing and risky investments, however. In the years leading up to 2008, ''many households borrowed to the hilt, leaving them vulnerable to financial distress or ruin if the value of their investments declined even modestly" (p. xix, Financial Crisis Inquiry Commission). What will people learn from this experience? How does exposure to economic turmoil change people's appetite for financial risk?
Borrowing is but one of several indicators of people's level of financial risk taking. Another is participation in the stock market. Standard models of portfolio choice do not consider how personal experiences of economic fluctuation affect individuals' willingness to take risks, and by extension, their stock market participation (e.g., Markowitz, 1952; Merton, 1969) . Survey data, however, suggest that such a link is likely to exist. Using data from the Survey of Consumer Finances from 1960 to 2007, Malmendier and Nagel (2011, p. 373) found that individuals who had experienced macroeconomic shocks (e.g., during the Great Depression) reported that they were less likely to participate in the stock market. Those who did participate reported investing a lower proportion of their liquid assets in stocks. The analysis also showed a recency effect: more recent shocks were found to have stronger effects than less recent ones.
The results reported by Malmendier and Nagel (2011) have sparked interest in how macroeconomic experience influences financial risk taking. Weber, Weber, and Nosić (2013) surveyed a sample of UK online investors during the peak of the 2008 crisis. They found that investors reduced their risky investments in accordance with their expectations of lower returns and higher risk. Even subtle fluctuations within the business cycle seem to affect risk taking: Investors take less risk during the downside of the business cycle and more risk during the upside (Apergis, 2015) .
These studies, including the influential investigation by Malmendier and Nagel (2011), share a common limitation: The use of survey data does not rule out potential cohort effects that http://dx.doi.org/10.1016/j.cognition.2016.10.001 0010-0277/Ó 2016 Elsevier B.V. All rights reserved.
